Walter Sisulu Local Municipality 
Audit Report 

For the year ended 30 June 2018 


Report of the auditor-general to the Eastern Cape Provincial Legislature 
and the council on the Walter Sisulu Local Municipality 


Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Walter Sisulu Local Municipality set out 
on pages ... to .... which comprise the statement of financial position as at 30 June 2018, the 
statement of financial performance, statement of changes in net assets, cash flow statement 
and the statement of comparison of budget information with actual information for the period 
then ended, as well as the notes to the financial statements, including a summary of significant 
accounting policies. 

2. I do not express an opinion on the financial statements of the municipality. Because of the 
significance of the matters described in the basis for disclaimer of opinion section of my report, 

I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an 
audit opinion on these financial statements. 

Basis for disclaimer of opinion 

Limitations on the financial statements 

3. I was unable to obtain sufficient appropriate audit evidence regarding the financial statements 
as a whole, as the financial statements were presented for audit purposes without accurate and 
complete accounting records. I was unable to audit the financial statements by alternative 
means. Consequently, I was unable to determine whether any adjustments relating to the 
financial statements as a whole were necessary. 

Material uncertainty relating to financial sustainability 

4. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

5. As disclosed in note 59 to the financial statements, the municipality is facing a number of 
financial risks that cast significant doubt on its ability to sustain its current level of operations in 
the near future. 

6. The key financial risks identified include: 

© Net current liability position 
® An inability to pay creditors within due dates 
e Inability to collect revenue billed 
® Material electricity losses 

7. In addition, the actions taken by management to mitigate the impact of these risks are disclosed 
in this note. 



Other matters 


8. I draw attention to the matters below. 

Withdrawal from the audit engagement 

9. Due to the limitation imposed on the scope of the audit by management, I have disclaimed my 
opinion on the financial statements. Were it not for the legislated requirement to perform the 
audit of the municipality, I would have withdrawn from the engagement in terms of the 
International Standards on Auditing (ISAs). 

Unauthorised removal of transactions from account records 

10. At merger date there were transactions which were removed from the accounting records by 
management detailing that these transactions were unsupported. These transactions included 
control accounts, discrepancies on control accounts and unreconciled differences. Some of 
these transactions removed relate to cash and cash equivalents. On submission of the AFS for 
30 June 2018 these transactions were not disclosed as investigated or that council approved 
the write off of these transactions. Given the further limitations placed on the audit and the non 
submission of bank statements and bank confirmations of the erstwhile Gariep municipality 
these transactions should be investigated by council. 

Discretionary provincial administration 

11. In terms of section 137 of the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 
(MFMA) the municipality is under discretionary provincial administration. 

Responsibilities of accounting officer for the financial statements 

12. The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with the South African Standards of Generally Recognised 
Accounting Practise (SA Standards of GRAP) and the requirements of the MFMA and the 
Division of Revenue Act of South Africa, 2017 (Act No. 3 of 2017) (DoRA) and for such internal 
control as the accounting officer determines is necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or error. 

13. In preparing the financial statements, the accounting officer is responsible for assessing the 
Walter Sisulu Local Municipality’s ability to continue as a going concern, disclosing, as 
applicable, matters relating to going concern and using the going concern basis of accounting 
unless the accounting officer either intends to liquidate the municipality or to cease operations, 
or has no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

14. My responsibility is to conduct an audit of the financial statements in accordance with 
International Standards on Auditing and to issue an auditor’s report. However, because of the 
matters described in the basis for disclaimer of opinion section of my report, I was not able to 
obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on these 
financial statements. 


15.1 am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ Code of ethics for professional accountants (IESBA code) together with 
the ethical requirements that are relevant to my audit of the financial statements in South 
Africa. I have fulfilled my other ethical responsibilities in accordance with these requirements 
and the IESBA code. 


Report on the audit of the annual performance report 


Introduction and scope 

16. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notice issued in terms thereof, I have a responsibility to report material findings on 
the reported performance information against predetermined objectives for selected 
development priorities presented in the annual performance report. I performed procedures to 
identify findings but not to gather evidence to express assurance. 

17. My procedures addressed the reported performance information, which must be based on the 
approved performance planning documents of the municipality. I have not evaluated the 
completeness and appropriateness of the performance indicators included in the planning 
documents. My procedures also did not extend to any disclosures or assertions relating to 
planned performance strategies and information in respect of future periods that may be 
included as part of the reported performance information. Accordingly, my findings do not 
extend to these matters. 

18.1 was unable to obtain sufficient appropriate audit evidence to confirm the usefulness and 
reliability of the reported performance information because the annual performance report was 
presented without the approved strategic and annual performance plan integrated development 
plan and service delivery budget implementation plan for the year under review, as required by 
section 25 of the Municipal Systems Act, 2000 (Act No.32 of 2000) and section 1, 21 and 53 of 
the MFMA. I was unable to audit the usefulness and reliability of the reported performance 
information by alternative means. 

19.1 was unable to obtain sufficient appropriate audit evidence for the annual performance report 
as a whole as the annual performance report was presented without accurate and complete 
underlying performance records. I was therefore unable to audit the usefulness and reliability of 
the reported performance information. This was due to limitations placed on the scope of my 
work. I was unable to audit the reported performance information for the annual performance 
report as a whole by alternative means. 


Report on the audit of compliance with legislation 


Introduction and scope 

20. In accordance with the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and the general 
notice issued in terms thereof, I have a responsibility to report material findings on the 
compliance of the municipality with specific matters in key legislation. I performed procedures 
to identify findings but not to gather evidence to express assurance. 




21. The material findings on compliance with specific matters in key legislations are as follows: 

Expenditure management 

22. Money owed by the municipality was not always paid within 30 days or within an agreed period, 
as required by section 65(2)(e) of the MFMA. 

23. Effective steps were not taken to prevent fruitless and wasteful expenditure amounting to 
R14,9 million, as disclosed in note 48.2 to the annual financial statements, in contravention of 
section 62(1 )(d) of the MFMA. The majority of the disclosed fruitless and wasteful expenditure 
was caused by interest charges on late payments. 

24. Effective steps were not taken to prevent irregular expenditure, as required by section 62(1 )(d) 
of the MFMA. The expenditure disclosed in note 48.3 does not reflect the full extent of the 
irregular expenditure as it could not be quantified as indicated in the basis for qualification 
paragraph. 

Financial statements 

25. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1) of the MFMA. Material misstatements 
identified by the auditors in the submitted financial statements were not adequately corrected 
and the supporting records could not be provided subsequently, which resulted in the financial 
statements receiving a disclaimer of opinion. 

Liability management 

26. An adequate management, accounting and information system which accounts for liabilities 
was not in place, as required by section 63(2) (a) of the MFMA. 

27. An effective system of internal control for liabilities including a liability register was not in place, 
as required by section 63(2)(c) of the MFMA 

Strategic planning and performance management 

28. Sufficient appropriate evidence was not submitted to confirm compliance with the legislative 
prescripts below: 

® The service delivery and budget implementation plan for the year under review did not 
include monthly revenue projections by source of collection or the monthly operational 
and capital expenditure by vote, and/or the service delivery targets and performance 
indicators for each quarter as required by section 1 of the MFMA. 

® A mid-year performance assessment was not performed as required by section 
72(1 )(a)(ii) of the MFMA. 

• The review of the IDP was not done in accordance with the results of the performance 
evaluation and/or to the extent that changing circumstances demanded, as required by 
section 34(a) and 41(1 )(c)(ii) of the Municipal Systems Act, 2000 (Act No. 32 of 2000) 
(MSA). 


e Amendments to the IDP were made without making the proposed amendments 
available for public comment, as required by section 34(b) of the MSA and municipal 
planning and performance management reg 3(4)(b) and 15(1 )(a)(ii) 

• Amendments to the IDP were not adopted by council, as required by section 24(2)(c)(iv) 
of the MFMA and/or municipal planning and performance management regulation 3(3). 

e The SDBIP was revised during the year without approval of the council following 
approval of an adjustments budget, as required by section 54(1 )(c) of the MFMA. 

Consequence management 

29. Unauthorised, irregular and fruitless and wasteful expenditure incurred by the municipality was 
not investigated to determine if any person was liable for the expenditure, as required by 
section 32(2) of the MFMA. 

Procurement and contract management 

30. Goods and services with a transaction value below R200 000 were procured without obtaining 
the required price quotations, in contravention of SCM regulation 17(a) and (c). Similar non- 
compliance was also reported in the prior year. 

31. Sufficient appropriate audit evidence could not be obtained that goods and services with a 
transaction value of below R200 000 were procured using price quotations as required by SCM 
regulation 17(a) and (c). 

32. Sufficient appropriate audit evidence could not be obtained that contracts were awarded only 
to bidders who submitted a declaration on whether they were employed by the state or 
connected to any person employed by the state, as required by SCM regulation 13(c). Similar 
non-compliance was also reported in the prior year. 

33. Some of the goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids, as required by SCM regulation 19(a) and deviations approved by the 
accounting officer were only if it was not impractical to invite competitive bids, in contravention 
of SCM regulation 36(1). 

34. Bid documentation for procurement of commodities designated for local content and 
production, did not stipulated the minimum threshold for local production and content as 
required by the 2017 preferential procurement regulation 8(2). 


Revenue management 

35. An effective system of internal control for debtors was not in place, as required by section 
64(2)(f) of the MFMA. 

Human Resouces management 

36. An approved staff establishment was not in place, as required by section 66(1 )(a) of the MSA. 


Internal control deficiencies 


37. I considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my objective 
was not to express any form of assurance on it. The matters reported below are limited to the 
significant internal control deficiencies that resulted in disclaimer of opinion, the findings on the 
annual performance report and the findings on compliance with legislation included in this 
report. 

38. There was instability in key leadership positions during the year which resulted in a lack of 
accountability. Leadership did not take full ownership of the general control environment and 
did not insist on daily disciplines to ensure efficiency and effectiveness in financial 
management, performance reporting and compliance with laws and regulations. Consequently 
the correct tone was not set to ensure that officials are held accountable for their actions 
through a consequence management programme. 

39. The control environment at the municipality is inadequate, with ineffective daily and monthly 
processing and reconciliation of transactions. Further the municipality does not have an 
adequate record management system in place to support the preparation of financial 
statements that are supported by accurate and complete underlying records. 

40. Senior management did not create a specific and achievable action plan to improve the internal 
control deficiencies in order to resolve previously reported findings that were taken on from the 
pre-merger municipalities. Take-on balances were also not verified to ensure that they were 
accurate, valid and complete. 

41. The municipality does not have a system in place to collate and report on predetermined 
objectives. The unit is uncoordinated and decentralised which resulted in poor and inaccurate 
annual reporting on achievements against targets. Management did not adequately review and 
analyse reported performance information against supporting and explanatory evidence. This 
resulted in unverifiable reporting in the annual performance report. 



42. There were no review and supervision processes to monitor compliance with all applicable 
laws and regulations within the municipality. As a result, non-compliance with laws and 
regulations was not effectively identified or prevented and municipal officials were not held 
accountable for transgressions in this regard. 

43. The municipality did not have adequate risk management processes in place. As a result, 
there were no processes to identify all risks to which the municipality was exposed and no 
mitigating controls were in place for risk that has been identified. 

44. The municipality did not have an audit committee and an internal audit section during the year 
under review. 



East London 


30 November 2018 



AUDITOR-GENERAL 


SOUTH AFRICA 


Auditing to build public confidence 


